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32 If there is no balance to which the fi-
nance charge is applicable, an annual per-
centage rate cannot be determined under 
this section. 

33 Where the finance charge imposed during 
the billing cycle is or includes a loan fee, 
points, or similar charge that relates to the 
opening of the account, the amount of such 
charge shall not be included in the calcula-
tion of the annual percentage rate. 

34 See appendix F regarding determination 
of the denominator of the fraction under this 
paragraph. 35 See footnote 33. 

§ 226.7(d) shall be computed by multi-
plying each periodic rate by the num-
ber of periods in a year and, for pur-
poses of § 226.7(g), shall be determined 
as follows: 

(1) If the finance charge is deter-
mined solely by applying one or more 
periodic rates, at the creditor’s option, 
either: 

(i) By multiplying each periodic rate 
by the number of periods in a year; or 

(ii) By dividing the total finance 
charge for the billing cycle by the sum 
of the balances to which the periodic 
rates were applied and multiplying the 
quotient (expressed as a percentage) by 
the number of billing cycles in a year. 

(2) If the finance charge imposed dur-
ing the billing cycle is or includes a 
minimum, fixed, or other charge not 
due to the application of a periodic 
rate, other than a charge with respect 
to any specific transaction during the 
billing cycle, by dividing the total fi-
nance charge for the billing cycle by 
the amount of the balance(s) to which 
it is applicable 32 and multiplying the 
quotient (expressed as a percentage) by 
the number of billing cycles in a year.33 

(3) If the finance charge imposed dur-
ing the billing cycle is or includes a 
charge relating to a specific trans-
action during the billing cycle (even if 
the total finance charge also includes 
any other minimum, fixed, or other 
charge not due to the application of a 
periodic rate), by dividing the total fi-
nance charge imposed during the bill-
ing cycle by the total of all balances 
and other amounts on which a finance 
charge was imposed during the billing 
cycle without duplication, and multi-
plying the quotient (expressed as a per-
centage) by the number of billing cy-
cles in a year,34 except that the annual 
percentage rate shall not be less than 
the largest rate determined by multi-

plying each periodic rate imposed dur-
ing the billing cycle by the number of 
periods in a year.35 

(4) If the finance charge imposed dur-
ing the billing cycle is or includes a 
minimum, fixed, or other charge not 
due to the application of a periodic 
rate and the total finance charge im-
posed during the billing cycle does not 
exceed 50 cents for a monthly or longer 
billing cycle, or the pro rata part of 50 
cents for a billing cycle shorter than 
monthly, at the creditor’s option, by 
multiplying each applicable periodic 
rate by the number of periods in a 
year, notwithstanding the provisions of 
paragraphs (c)(2) and (3) of this section. 

(d) Calculations where daily periodic 
rate applied. If the provisions of para-
graph (c)(1)(ii) or (2) of this section 
apply and all or a portion of the fi-
nance charge is determined by the ap-
plication of one or more daily periodic 
rates, the annual percentage rate may 
be determined either: 

(1) By dividing the total finance 
charge by the average of the daily bal-
ances and multiplying the quotient by 
the number of billing cycles in a year; 
or 

(2) By dividing the total finance 
charge by the sum of the daily balances 
and multiplying the quotient by 365. 

[Reg. Z, 46 FR 20892, Apr. 7, 1981, as amended 
at 47 FR 756, Jan. 7, 1982; 48 FR 14886, Apr. 6, 
1983; 54 FR 24688, June 9, 1989] 

§ 226.15 Right of rescission. 

(a) Consumer’s right to rescind. (1)(i) 
Except as provided in paragraph 
(a)(1)(ii) of this section, in a credit plan 
in which a security interest is or will 
be retained or acquired in a consumer’s 
principal dwelling, each consumer 
whose ownership interest is or will be 
subject to the security interest shall 
have the right to rescind: each credit 
extension made under the plan; the 
plan when the plan is opened; a secu-
rity interest when added or increased 
to secure an existing plan; and the in-
crease when a credit limit on the plan 
is increased. 

(ii) As provided in section 125(e) of 
the Act, the consumer does not have 
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36 The term material disclosures means the 
information that must be provided to satisfy 
the requirements in § 226.6 with regard to the 
method of determining the finance charge 
and the balance upon which a finance charge 
will be imposed, the annual percentage rate, 
the amount or method of determining the 
amount of any membership or participation 
fee that may be imposed as part of the plan, 
and the payment information described in 
§ 226.5b(d)(5)(i) and (ii) that is required under 
§ 226.6(e)(2). 

the right to rescind each credit exten-
sion made under the plan if such exten-
sion is made in accordance with a pre-
viously established credit limit for the 
plan. 

(2) To exercise the right to rescind, 
the consumer shall notify the creditor 
of the rescission by mail, telegram, or 
other means of written communica-
tion. Notice is considered given when 
mailed, or when filed for telegraphic 
transmission, or, if sent by other 
means, when delivered to the creditor’s 
designated place of business. 

(3) The consumer may exercise the 
right to rescind until midnight of the 
third business day following the occur-
rence described in paragraph (a)(1) of 
this section that gave rise to the right 
of rescission, delivery of the notice re-
quired by paragraph (b) of this section, 
or delivery of all material disclo-
sures,36 whichever occurs last. If the re-
quired notice and material disclosures 
are not delivered, the right to rescind 
shall expire 3 years after the occur-
rence giving rise to the right of rescis-
sion, or upon transfer of all of the con-
sumer’s interest in the property, or 
upon sale of the property, whichever 
occurs first. In the case of certain ad-
ministrative proceedings, the rescis-
sion period shall be extended in accord-
ance with section 125(f) of the Act. 

(4) When more than one consumer 
has the right to rescind, the exercise of 
the right by one consumer shall be ef-
fective as to all consumers. 

(b) Notice of right to rescind. In any 
transaction or occurrence subject to 
rescission, a creditor shall deliver two 
copies of the notice of the right to re-
scind to each consumer entitled to re-
scind (one copy to each if the notice is 
delivered by electronic communication 
as provided in § 226.36(b)). The notice 
shall identify the transaction or occur-

rence and clearly and conspicuously 
disclose the following: 

(1) The retention or acquisition of a 
security interest in the consumer’s 
principal dwelling. 

(2) The consumer’s right to rescind, 
as described in paragraph (a)(1) of this 
section. 

(3) How to exercise the right to re-
scind, with a form for that purpose, 
designating the address of the credi-
tor’s place of business. 

(4) The effects of rescission, as de-
scribed in paragraph (d) of this section. 

(5) The date the rescission period ex-
pires. 

(c) Delay of creditor’s performance. Un-
less a consumer waives the right to re-
scind under paragraph (e) of this sec-
tion, no money shall be disbursed other 
than in escrow, no services shall be 
performed, and no materials delivered 
until after the rescission period has ex-
pired and the creditor is reasonably 
satisfied that the consumer has not re-
scinded. A creditor does not violate 
this section if a third party with no 
knowledge of the event activating the 
rescission right does not delay in pro-
viding materials or services, as long as 
the debt incurred for those materials 
or services is not secured by the prop-
erty subject to rescission. 

(d) Effects of rescission. (1) When a 
consumer rescinds a transaction, the 
security interest giving rise to the 
right of rescission becomes void, and 
the consumer shall not be liable for 
any amount, including any finance 
charge. 

(2) Within 20 calendar days after re-
ceipt of a notice of rescission, the cred-
itor shall return any money or prop-
erty that has been given to anyone in 
connection with the transaction and 
shall take any action necessary to re-
flect the termination of the security 
interest. 

(3) If the creditor has delivered any 
money or property, the consumer may 
retain possession until the creditor has 
met its obligation under paragraph 
(d)(2) of this section. When the creditor 
has complied with that paragraph, the 
consumer shall tender the money or 
property to the creditor or, where the 
latter would be impracticable or in-
equitable, tender its reasonable value. 
At the consumer’s option, tender of 
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36a A list of the affected areas will be main-
tained by the Board. 

36b A list of the affected areas will be main-
tained and published by the Board. Such 
areas now include parts of Alabama, Florida, 
and Georgia. 

36c A list of the affected areas will be main-
tained and published by the Board. Such 
areas now include the following counties in 
Texas: Angelina, Austin, Bastrop, Brazos, 
Brazoria, Burleson, Chambers, Fayette, Fort 
Bend, Galveston, Grimes, Hardin, Harris, 
Houston, Jackson, Jasper, Jefferson, Lee, 
Liberty, Madison, Matagorda, Montgomery, 
Nacagdoches, Orange, Polk, San Augustine, 
San Jacinto, Shelby, Trinity, Victoria, 
Washington, Waller, Walker, and Wharton. 

36d The disclosures given in accordance 
with § 226.5a do not constitute advertising 
terms for purposes of the requirements of 
this section. 

property may be made at the location 
of the property or at the consumer’s 
residence. Tender of money must be 
made at the creditor’s designated place 
of business. If the creditor does not 
take possession of the money or prop-
erty within 20 calendar days after the 
consumer’s tender, the consumer may 
keep it without further obligation. 

(4) The procedures outlined in para-
graphs (d)(2) and (3) of this section may 
be modified by court order. 

(e) Consumer’s waiver of right to re-
scind. (1) The consumer may modify or 
waive the right to rescind if the con-
sumer determines that the extension of 
credit is needed to meet a bona fide 
personal financial emergency. To mod-
ify or waive the right, the consumer 
shall give the creditor a dated written 
statement that describes the emer-
gency, specifically modifies or waives 
the right to rescind, and bears the sig-
nature of all the consumers entitled to 
rescind. Printed forms for this purpose 
are prohibited, except as provided in 
paragraph (e)(2) of this section. 

(2) The need of the consumer to ob-
tain funds immediately shall be re-
garded as a bona fide personal financial 
emergency provided that the dwelling 
securing the extension of credit is lo-
cated in an area declared during June 
through September 1993, pursuant to 42 
U.S.C. 5170, to be a major disaster area 
because of severe storms and flooding 
in the Midwest.36a In this instance, 
creditors may use printed forms for the 
consumer to waive the right to rescind. 
This exemption to paragraph (e)(1) of 
this section shall expire one year from 
the date an area was declared a major 
disaster. 

(3) The consumer’s need to obtain 
funds immediately shall be regarded as 
a bona fide personal financial emer-
gency provided that the dwelling secur-
ing the extension of credit is located in 
an area declared during June through 
September 1994 to be a major disaster 
area, pursuant to 42 U.S.C. 5170, be-
cause of severe storms and flooding in 
the South.36b In this instance, creditors 

may use printed forms for the con-
sumer to waive the right to rescind. 
This exemption to paragraph (e)(1) of 
this section shall expire one year from 
the date an area was declared a major 
disaster. 

(4) The consumer’s need to obtain 
funds immediately shall be regarded as 
a bona fide personal financial emer-
gency provided that the dwelling secur-
ing the extension of credit is located in 
an area declared during October 1994 to 
be a major disaster area, pursuant to 42 
U.S.C. 5170, because of severe storms 
and flooding in Texas.36c In this in-
stance, creditors may use printed 
forms for the consumer to waive the 
right to rescind. This exemption to 
paragraph (e)(1) of this section shall ex-
pire one year from the date an area was 
declared a major disaster. 

(f) Exempt transactions. The right to 
rescind does not apply to the following: 

(1) A residential mortgage trans-
action. 

(2) A credit plan in which a state 
agency is a creditor. 

[Reg. Z, 46 FR 20892, Apr. 7, 1981, as amended 
at 54 FR 24688, June 9, 1989; 58 FR 40583, July 
29, 1993; 59 FR 40204, Aug. 5, 1994; 59 FR 63715, 
Dec. 9, 1994; 66 FR 17338, Mar. 30, 2001] 

§ 226.16 Advertising. 
(a) Actually available terms. If an ad-

vertisement for credit states specific 
credit terms, it shall state only those 
terms that actually are or will be ar-
ranged or offered by the creditor. 

(b) Advertisement of terms that require 
additional disclosures. If any of the 
terms required to be disclosed under 
§ 226.6 is set forth in an advertisement, 
the advertisement shall also clearly 
and conspicuously set forth the fol-
lowing:36d 
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